Internol Revenue Service Oepar tnent of the Treasury

fstrict 1100 Comerce St., Dallas, Tenas 7292
hrector

Date: OET 20 B85

Employer ID Numper:

Person ta Centact:

Telaphone Number:

-

Nefer Reply Ta:

Lear S.r 5r Magdam:

We have considared your application for recognition of exemption from Feceral
1ncome tax< urcer 3ectian 3d!1{z:. 4) of the [ntarnal Ravenue Code.

A reyien of infsrmat o submitieg revaals that you Lnzeorporataed n the State
ot N - _ B our purpos=3 ar= 3 promote the cisic interest
of persans oswning or ScZulying lota, arngd to promote the sacial weifare, safaty
and nealth cf sucr persons, ang to halp enforce the protect.ve covenants

’
restrictions arz :and:tions pert2irung o [N D ' ;-

also & means cf conve,ing 1nfarmation of common i1nterest tc the members, t.e.,
B B :cu:rements, county road maintenancs and any other
problems sor cancerns tnat may occur from time to time. The only common araa
that you maintain 15 a bcat rampg that you presume tc te public because you have
no private or keep cut si3ns posted and thare are no persons checking to sae
what the status of those usirg the ramp ar=2. You pay a fee to the Electiric
campany for a nmight light.

The aubdividion 13 cimposed grimarily of rasidential homes

located within the State of I} :» I County - The area cn the nerth 13
- S, ;oo vacs lske controlied 5 (N
The east ang south ar=a > G 75 2rc° on the west 13
state Highuay . The subdivisicn 13 locazed appros:matel; |G ~: le:
south o [

Sacticn 1.5@1fcid=-11aX(2 1) of *ra Inc

sme Tas Reguliat:ons provides that:

"An organization 13 cperated escluzi.sly for the grocmotion of sccial
welfare 1f 1t 13 primarily engaged 1n promoting 1n sare way the commeon good
and general welfare of the pe=ople of the community. An crganization
embraced within tnis sacticr .s one which .3 aperated primarily for the
purpose of bringing abcu?! ziv1c betterment and 2o0cial improvements.,”

Section 1.S2'(c 11 5?7 the regulat:cns provides, 1% part | as follows:

"(a) 1) In general. A civic is=dague or organizaticn ma, e 2<empt as an
organization Zescribed i1n saction SQ1Izr4; if -



(o It 13 nat srzanized or operated or profits and

- e & ®

-

vil) It 13 cperated axclusively for the promotisn f spoci3l welfare,'’
“LaitZM1) An organization 1s operated esclusively Tr the primoticn of social
welfare wher 1t 13 primarily angaged i1n pramot.ng, 1n 3ome wa,, the common good
and general welfare aof ths geople cf the community. An orgarization embraced
within this section 1s one which 1s operated primarily for tre purpose of
bringing about civic bettarments ard sgcial improvements ®*e¢s The promction of
social welfare does not i1nclude direct or indirect participat:ion 3r intervention
1n political campaigns an pehal? of or 1in opposition to any candidate for public
office. Nor :s an organizat:on operated primarily for the gromoticn of 3ocial
welfars :1f 1%s primary activity 13 operating a sacial ziub for the banefit,
pleasure, or recreation of 1t3 members, or 1s carrying <n 3 Busir 233 with the

gereral gublic 1n a manner s:milar to organizat:szns which ars gpz2rated for
profit.see” ’

Rev. Rul. 74-99, 1974-' C. 8, 131, holds that 1n orcder for 3 nomaecwners®
asscciation to qualify for e-emption under [RC S9'(c{3: of the Code, 1t musat
have the follawing charac*taristics:

Trhe organization must serve a zommunity which Sears 3 reasonable recognizable
relationsnip to an area crdinarily 1dentified as govarnmenital.

2. It muat not conduct activitias directed to the 2<i2r;or maitntanance cf
private rasidences: ang

3. The commcn areas or facilities must be for tre use and =2njoyment of the
public, as distinguished from controlled use or access rastricted to the
members of the homeowners’® ‘asacciation.

Rev. Rul. 80-63, 1380~-1 C.E. 116, states that a hcmecuners®' assdciation which
represants an area that 1s noct a community and rastricts the cvse of 1ts
racreational facilities, such as swimming pocls, tennis courts, and picnic areas
to membars of the asscciation dces not gualify for exemption.

In n n v. tn ta , 83-2 u.3.7.C. 3535 (S5.0. Cal.
1984) the Court held that Rancho Santa Fe Assaociation, Inc. falls within the
definition of a tax exampot organizat:on devoted to the promotion of the general
welfare. It performs the functions of a governmental erlity and brings about
civic betterments and social i1mprovements that would be scorely missed by the
Rancho Santa Fe community =hould they be lost or curtailed. Rancho Santa Fe
Assocsation, Inc. provides recreaticnal facilities 1n the form of a golf course,
numerous tennis courts, playgrounds, athletic fields, parklands, hiking trails,
bridle trails and open spaces. Over two-thirds of the Assaociration’s land is
de.oted to common areas. Rancho Santa Fe= is a housing develcpment, significant
in size and self-contained in orientation. It 1s not the ordinary residential
grouping of tract homes, but is an independent community separated
geographically from the central area of the city of San Diego of which Rancho
Santa Fe 13 a sub-part. Rancho Santa Fe has 1tz cwn post office and zip code.
The association benefits the communmity 1t serves and representz on an
unrastricted basis.

In Elat Top Lake fAssociation, Inc, v. Unjted States, 86-T U.S.7.C. 8758 ¢S.D.



(98]

W. Ya 1936: the laourt held that a homequners’ associat:oan was not 2ntitles to
sxemp! status 33 & civil laague or srganization under Ccsda Sec. SQI.ni(ds. The
assoc:atian 313 nct provide benefits of a public welfars natura o tha public or
a definable community because the association’'s facilitiss were restricted to
the use of 1ts members. [n srder to be gualified for ta. axempt status, a
homeownars’ associ:ation must show that (1) 1t 1s 3 non-przfit organization; (2)
1t 18 3 civic organtization operated For the promotion of social welfare and (3)

1t promotes social welfare by being engaced in promoting 1n seme way the common
good and general walfare of the commupity.

Lakg Foroat, Inc, v, United States, 62-2 U.5.7.C. neld that a nonprofit
cargoration srganized by Warld War I1 veterans and others to buy a housing
project from *he Public Housing Administration was nat e-empgt from tax as a

"

civic” organization ar as a "sccial welfare” corporatise,

In Better Business Bureay v. United States, 328 U.5. 273, 283 <1945y ., , . [I]n
order to fall within the claimed e-amption, an organization must be devoted ta
educational purposes exclusively. This plainly means that the presence of &
singls non-educatianal purnose, if substantial 1n nature, w:ll destroy the
exempticn ragardle=ss of the number or i1mportance of truly =2ducaticnal purposes.”
We alss zsnsiderec ,cur arganizatian under secticn SQ':1:z¢ T of tne Lode. This
section provides for the s:emptison of clubs crganizead for pleasurs, recreat:cn,
and other rcnprofitable purpcses, substantial!l, all of the actiJ:it;es of which
are fcr such gurposes, and no part of the net earnings of which i1nures to the
benefit =f any private sharsholdars,

Pev. Ryl. 75-494,6 1875-2 C.B. 214, provides that a club providing scc-al and

reacreaational facilities, whose membarship 1s limited to homeocwnars of a housing
development , will not qualify for exemption ungder sect:on S8!ic}(?) of the Code
by owning and maintairing residential streets, enforcing restrictive covenants,

or providing residential fire and police protecticn and trash collection
services.

Based on the i1nformation presented, uwe have concluded that you do not meet the
requirements for exemptiop as a sccial welfare organization described 1n section
S@1tc)tda)r of the Internal Revenue Code. VYour organtzat:ion does not serve a
community wh:ch bears a reasonable recognizable relaticnship to an area
ordi:nariiy i1dentified as governmental. You arz not a community like tha one

deacribed 1n Ranchg Santa Fe Assgcjation v, Unitsd States, 84-2 U.S.T.C.
9536 (5.0. Cal. 13984). The common area that ycu maintain 1s very small i1n size

1n proportion to your tatal size.__You do not have any recreational areas_ open
to the public. You do not have your oun post cffice and =ip code. Except for
the fact that you do not restrict the use of your boat ramp tc members only your

organization ts somewhat like tre organization described in Flat Top Lake
fissociation. Inc, v, U.S. in which the real issue 13 whether your organization

confers tangible and concrete benefits of a public welfare nature upon the

public at large or a definable community. - _ ]
_ lacks certain indicia of a community such as churches, schools

or stores. four organization also resembles the organizaticn described in Lake
Forest, Inc,. v. Unjted States. In Lake Forest, Inc, v, United States property
consisted of ona-story residential buildings purchased from the Public Housing
Administration. Property within — consists mostly of residential



o

n-oparty purchasegd fram a devaellpar, four organizat:cn 3ces nct graopase o
wifar a ser.,ice or program for the dirsct hettarmant zr ‘mprovemant of the
cemmunity as a3 whole. Your crganizatisn 13 not a charitable caorgoration 1n lauw
or equity, far 1te contribution 15 rne.ther to the pubi.z at large nor of a
public character. Faci:z pr=sented shcw that your srgan:zatign s not “civic”,
but simply a private caocperative organization; 1ts operatian 13 nat a wort of
"s051al welfare” but a private econamic enterprise aite:t 1n the 1ntarast of
some Gf the citizens; and even 1f its objects include a contribution to social
welfara, K that 13 rnot i1ts aim "erclusiv=ly.” Your orgarizalion seems to be

organized far private henefit rather than exclusively fcr the promotion or
s3acial welfare,

Also based on tha 1n?armaticn prasenied, 4@ have conciucdzd tnat you de net meet
the requiremants for avemption as & S..ia. and rezr

ecreat.sral club described n
saction S@1ic.(7) 0f the Internal RPevenue Cade. ‘Ycur =ambership 13 limited to

homecurars af a hous.ng devalopment and you enforce restrictive covenants within

your By laws which are similar act:.iti123 to *nose 2escrited in Rav, Rul.
75-4914,

fccordingly, 3t 13 held that you are ra’ =ntitled 85 =remgticon fraom federal
incoms ta< a3 an Arganizatisn describad n sect:ion S8 214} g section
S53!''z 71 of the Code, and you are reijuir=a to file income tas returns on farm

1120.

As 3 homecwners associatinn, you ma, gualify for treatwent under section 528, a
amction of the Code cre=ated b, tre Tax Raform Ant of 1376, In this letter we
are nct ruling cn the guestion >f wheiner ycu qua' 1fy far treatment under

section 523. However , i1f you beliese you gualify for such ireatment, you should
f:le Form 1120-H when due.

If you do not agree with these conciusisns, you may, within 3@ days from the
date of this latter, file 1n duplicats » wrief of the facts, law, and argument
that clearly sets forth your gositian. [f you desire an oral discussion of the

1ssue, please indicate this 1n your protest. The enclosed Publication 830 gives
instructions for filing & protest.

1f you do not file a protest with this office within 3@ days cf the date of this
report or letter, this proposed determination will become final.

[f you agree w:th these conclusions or do not wish to file &8 written protest,
plaase 31gn and return Farm 8218 :n the anclosed self-addressed envelope as soon
as possible.

[f you have any further questions, please contact the person whose name and
telephone number are shown at the beginning of this letter.

Sinceraly,

District Directcr





